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[From "Description of the proposed North American Free Trade Agreement," prepared by the
governments of Canada, the United Mexican States and the United States of America (August 12,
1992). Appearing below is part 1 of 3 of the above document. Parts 2 and 3 will be published in
SourceMex 10/28/92 and 11/04/92, respectively.] Preamble The Preamble to the NAFTA sets out
the principles and aspirations on which the Agreement is based. It affirms the three countries'
commitment to promoting employment and economic growth in each country through the
expansion of trade and investment opportunities in the free trade area and by enhancing the
competitiveness of Canadian, Mexican and US firms in global markets, in a manner that protects
the environment. The Preamble confirms the resolve of the NAFTA partners to promote sustainable
development, to protect, enhance and enforce workers' rights and improve working conditions
in each country. Objectives & other opening provisions The opening provisions of the NAFTA
formally establish a free trade area between Canada, Mexico and the United States, consistent with
the General Agreement on Tariffs and Trade (GATT). They set out the basic rules and principles
that will govern the Agreement and the objectives that will serve as a basis for interpreting its
provisions. The objectives of the Agreement are to eliminate barriers to trade, promote conditions
of fair competition, increase investment opportunities, provide adequate protection for intellectual
property rights, establish effective procedures for the implementation and application of the
Agreement and for the resolution of disputes and further trilateral, regional and multilateral
cooperation. The NAFTA countries will meet these objectives by observing the principles and rules
of the Agreement, such as national treatment, most- favored-nation treatment and procedural
"transparency." Each country affirms its respective rights and obligations under the GATT and
other international agreements. For purposes of interpretation, the Agreement establishes that
the NAFTA takes priority over other agreements to the extent there is any conflict, but provides
for exceptions to the general rule. For example, the trade provisions of certain environmental
agreements take precedence of NAFTA, subject to a requirement to minimize inconsistencies with
the Agreement. The opening provisions also set out a general rule regarding the application of
the Agreement to sub-federal levels of government in the three countries. In addition, this section
defines terms that apply to the whole Agreement, ensure uniform and consistent usage. Rules
of origin NAFTA eliminates all tariffs on goods originating in Canada, Mexico and the United
States over a "transition period." Rules of origin are necessary to define which goods are eligible
for this preferential tariff treatment. This section of the Agreement is designed to: ensure that
NAFTA benefits are accorded only to goods produced in the North American region, not goods
made wholly or in large part in other countries; provide clear rules and predictable results; and
minimize administrative burdens for exporters, importers and producers trading under NAFTA.
The rules of origin specify that goods originate in North America if they are wholly North American.
Goods containing non-regional materials are also considered to be North American if the nonregional materials are sufficiently transformed in the NAFTA region so as to undergo a specified
change in tariff classification. In some cases, goods must include a specified percentage of North
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American content in addition to meeting the tariff classification requirement. The rules of origin
section also contains a provision similar to one in the Canada-United States Free Trade Agreement
(FTA) that allows goods to be treated as originating when the finished good is specifically named
in the same tariff subheading as its parts and it meets the required value content test. Regional
value content may be calculated using either the "transaction-value" or the "net-cost" method. The
transaction-value method is based on the price paid or payable for a product, thereby avoiding the
need for complex cost accounting systems. The net-cost method is based on the total cost of the
product less the costs of royalties, sales promotion, and packing and shipping. Additionally, the
net- cost method sets a limitation on allowable interest. Although producers generally have the
option to use either method, the net-cost method must be used where the transaction value is not
acceptable under the GATT Customs Valuation Code, and must also be used for certain products,
such as automotive goods. In order to qualify for preferential tariff treatment, automotive goods
must contain a specified percentage of North American content (rising to 62.5% for passenger
automobiles and light trucks as well as engines and transmissions for such vehicles, and to 60% for
other vehicles and automotive parts) based on the net-cost formula. In calculating the content level
of automotive goods, the value of imports of automotive parts from outside the NAFTA region will
be traced through the production chain to improve the accuracy of the content calculation. Regional
content averaging provisions afford administrative flexibility for automotive parts producers and
assemblers. A "de minimis" rule prevents goods from losing eligibility for preference solely because
they contain amounts of "non-originating" material. Under this rule, a good that would otherwise
fail to meet a specific rule of origin will nonetheless be considered to be North American if the
value of non-NAFTA materials comprises no more than 7% of the price or total cost of the good.
Customs administration In order to ensure that only goods satisfying the rules of origin are accorded
preferential tariff treatment under the Agreement, and to provided certainty to and streamlined
procedures for importers, exporters and producers of the three countries, the NAFTA includes a
number of provisions on customs administration. Specifically, this section provides for: uniform
regulations to ensure consistent interpretation, application and administration of the rules of origin;
a uniform Certificate of Origin as well as certification requirements and procedures for importers
and exporters that claim preferential tariff treatment; common record-keeping requirements in
the three countries for such goods; rules for both traders and customs authorities with respect to
verifying the origin of such goods; importers, exporters and producers to obtain advance rulings on
the origin of goods from the customs authority of the country in which the goods are to be imported;
the importing country to give exporters and producers in other NAFTA countries substantially the
same rights of review and appeal of its origin determinations and advance rulings as it provides to
importers in its territory; a trilateral working group to address future modifications of the rules of
origin and the uniform regulations; and specific time periods to ensure the expeditious resolution of
disputes regarding the rules of origin between NAFTA partners. Trade in goods National treatment
The NAFTA incorporates the fundamental national obligation of the GATT. Once goods have been
imported into one NAFTA country, they must not be the object of discrimination. This commitment
extends to provincial and state measures. Market access These provisions establish rules governing
trade in goods with respect to customs duties and other charges, quantitative restrictions, such as
quotas, licenses and permits, and import and export price requirements. They improve and make
more secure the access for goods produced and traded within North America. 1) Elimination of
tariffs. The NAFTA provides for the progressive elimination of all tariffs on goods qualifying as
North American under its rules of origin. For most goods, existing customs duties will either be
eliminated immediately or phased out in five or 10 equal annual stages. For certain sensitive items,
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tariffs will be phased out over a period of up to 15 years. Tariffs will be phased out from the applied
rates in effect on July 1, 1991, including the US Generalized System of Preferences (GSP) and the
Canadian General Preferential Tariff (GPT) rates. Tariff phase-outs under the Canada-US FTA will
continue as scheduled under the Agreement. The NAFTA provides that the three countries may
consult and agree on more rapid phase-out of tariffs. 2) Import and Export Restrictions. All three
countries will eliminate prohibitions and quantitative restrictions applied at the border, such as
quotas and import licenses. However, each NAFTA country maintains the right to impose border
restrictions in limited circumstances, for example, to protect human, animal or plant life or health, or
the environment. Special rules apply to trade in agriculture, autos, energy and textiles. 3) Drawback.
NAFTA establishes rules on the use of "drawback" or similar programs that provide for the refund
or waiver of customs duties on materials used in the production of goods subsequently exported
to another NAFTA country. Existing drawback programs will terminate by Jan. 1, 2001, for MexicoUS and Canada-Mexico trade; the Agreement will extend for two years the deadline established
in the Canada-US FTA for the elimination of drawback programs. At the time these programs are
eliminated, each NAFTA country will adopt a procedure for goods still subject to duties in the
free trade area to avoid "double taxation" effects of the payment of duties in two countries. Under
these procedures, the amount of customs duties that a country may waive or refund under these
programs will not exceed the lesser of: * duties owed or paid on imported, non-North American
materials used in the production of a good subsequently exported to another NAFTA country; or
* duties paid to that NAFTA country on the importation of such good. 4) Customs user fees. The
three countries have agreed not to impose new customs user fees similar to the US merchandise
processing fee or the Mexican customs processing fee (derecho de tramite aduanero). Mexico will
eliminate by June 30, 1999, its existing current merchandise processing fee on North American
goods. The United States will eliminate its current merchandise processing fee on goods originating
in Mexico by the same date. For goods originating in Canada, the United States is currently phasing
down and will eliminate this fee by Jan. 1, 1994, as provided in the Canada-US FTA. 5) Waiver of
customs duties. The NAFTA prohibits any new performance-based customs duty waiver or duty
remission programs. Existing programs in Mexico will be eliminated by Jan. 1, 2001. Consistent with
the obligations of the Canada- US FTA, Canada will end its existing duty remission programs by
Jan. 1, 1998. 6) Export taxes. The NAFTA prohibits all three countries from applying export taxes
unless such taxes are also applied on goods to be consumed domestically. Limited exceptions allow
Mexico to impose export taxes in order to relieve critical shortages of foodstuffs and basic goods.
7) Other export measures. When a NAFTA country imposes an export restriction on a product, it
must not reduce the proportion of total supply of that product made available to the other NAFTA
countries below the level of the three preceding years or other agreed period, impose a higher price
on exports to another NAFTA country than the domestic price or require the disruption of normal
supply channels. Based on a reservation that Mexico has taken, these obligations do not apply as
between Mexico and the other NAFTA countries. 8) Duty-free temporary admission of goods. The
Agreement allows business persons covered by NAFTA's "temporary entry" provisions to bring into
a NAFTA country professional equipment and "tools of the trade" on a duty-free, temporary basis.
These rules also cover the importation of commercial samples, certain types of advertising films,
and goods imported for sports purposes or for display and demonstration. Other rules provide that
by 1998 all goods that returned after repair or alteration in another NAFTA country will re- enter
duty-free. The United States undertakes to clarify what ship repairs done in other NAFTA countries
on US-flagged vessels qualify for preferential duty treatment. 9) Country-of-origin marking. This
section also provides principles and rules governing country-of-origin marking. These provisions
©2011 The University of New Mexico,
Latin American & Iberian Institute.
All rights reserved.

Page 3 of 6

LADB Article Id: 058970
ISSN: 1054-8890

are designed to minimize unnecessary costs and facilitate the flow of trade within the region, while
ensuring that accurate information about country of origin remains available to buyers. 10) Alcoholic
beverages. The three countries have agreed to recognize Canadian Whiskey, Tequila, Mezcal,
Bourbon Whiskey and Tennessee Whiskey as "distinctive products," and to prohibit the sale of
products under these names unless they meet the requirements of their country of origin. Textiles
& apparel This section provides special rules for trade in fibers, yarns, textiles and clothing in the
North American market. The NAFTA textiles and apparel provisions take precedence over those
of the Multifiber Arrangement and other arrangements between NAFTA countries applicable to
textile products. 1) Elimination of tariff & non-tariff barriers. The three countries will eliminate
immediately or phase out over a maximum period of 10 years their customs duties on textile and
apparel goods manufactured in North America that meet the NAFTA rules of origin. In addition,
the United States will immediately remove import quotas on such goods produced in Mexico, and
will gradually phase out import quotas on Mexican textile and apparel goods that do not meet
such rules. No NAFTA country may impose any new quota, except in accordance with specified
"safeguard" provisions. 2) Safeguards. If textile or apparel producers face serious damage as a
result of increased imports from another NAFTA country, the importing country may, during the
"transition period," either increase tariffs or, with the exception of Canada-US trade, impose quotas
on the imports to provide temporary relief to that industry, subject to specific disciplines. In the
case of goods that meet NAFTA's rules of origin, the importing country may take safeguard actions
only in the form of tariff increases. 3) Rules of origin. Specific rules of origin in the NAFTA define
when imported textile or apparel goods qualify for preferential treatment. For most products, the
rule of origin is "yarn forward," which means that textile and apparel goods must be produced
from yarn made in a NAFTA country in order to benefit from such treatment. A "fiber forward"
rule is provided for certain products such as cotton and synthetic fiber yarns. Fiber forward means
that goods must be produced from fiber made in a NAFTA country. In other cases, apparel cut and
sewn from certain imported fabrics that the NAFTA countries agree are in short supply, such as
silk, linen and certain shirting fabrics, can qualify for preferential treatment. Additional provisions,
responsive to the needs of North American industry, include "tariff rate quotas" (TRQs), under
which yarns, fabrics and apparel that are made in North America, but do not meet the rules of
origin, can still qualify for preferential duty treatment up to specified import levels. The TRQs for
Canada that were included in the Canada- US FTA have been increased and provided an annual
growth rate for at least the first five years. The NAFTA countries will undertake a general review of
the textile and apparel rules of origin prior to Jan. 1, 1998. In the interim, they will consult on request
on whether specific goods should be made subject to different rules of origin, taking into account
availability of supply within the free trade area. In addition, the three countries have established a
process to permit annual adjustments to TRQ levels. 4) Labelling requirements. A joint government
and private sector Committee on Labelling for Textile Products will recommend ways to eliminate
unnecessary obstacles to textile trade resulting from different labelling requirements in the three
countries. This will be done through a work program to develop uniform requirements, for example,
regarding pictograms and symbols, care instructions, fiber content information and methods for
attachment of labels. Automotive goods The NAFTA will eliminate barriers to trade in North
American automobiles, trucks, buses and parts ("automotive goods") within the free trade area, and
eliminate investment restrictions in this sector over a 10-year transition period. 1) Tariff elimination.
Each NAFTA country will phase out all duties on its imports of North American automotive goods
during the transition period. Most trade in automotive goods between Canada and the United
States is conducted on a duty- free basis under the terms of the Canada-US FTA or the Canada- US
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"Autopact." 2) Vehicles. Canada and the United States eliminated tariffs on their trade in vehicles
under the Canada-US FTA. Under the NAFTA, for its imports from Mexico, the United States will:
eliminate immediately its tariffs on passenger automobiles; reduce immediately to 10% its tariffs
on light trucks and phase out the remaining tariffs over five years, and phase out its tariffs on all
other vehicles over 10 years. For imports from Canada and the United States, Mexico will: reduce
immediately by 50% its tariffs on passenger automobiles and phase out the remaining tariffs over 10
years; reduce immediately by 50% its tariffs on light trucks and phase out the remaining tariffs on
all other vehicles over 10 years; and phase out its tariffs on all other vehicles over 10 years. Canada
will eliminate its tariffs on vehicles imported from Mexico on the same schedule as Mexico will
follow for imports from Canada and the United States. 3) Parts. Each country will eliminate its
remaining tariffs on certain automotive parts immediately and phase out duties on other parts over
five years and a small portion over 10 years. 4) Rules of origin. The NAFTA rules of origin section
provides that in order to qualify for preferential tariff treatment, automotive goods must contain a
specified percentage of North American content (up to 62.5% for passenger automobiles and light
trucks as well as engines and transmissions for such vehicles, and to 60% for other vehicles and
automotive parts) based on the net-cost formula. In calculating the content level of automotive
goods, the value of imports of automotive parts from outside the NAFTA region will be traced
through the production chain to improve the accuracy of the content calculation. 5) Mexican auto
decree. The Mexican Auto Decree will terminate at the end of the transition period. Over this period,
restrictions under the Auto Decree will be modified by: eliminating immediately the limitation
on imports of vehicles based on sales in the Mexican market; amending its "trade balancing"
requirements immediately to permit assemblers to reduce gradually the level of exports of vehicles
and parts required to import such goods, and eliminating, at the end of the transition period, the
requirement that only assemblers in Mexico may import vehicles; changing its "national valueadded" rules by reducing gradually the percentage of parts required to be purchased from Mexican
parts producers; by counting purchases from certain in-bond production facilities ("maquiladoras")
toward this percentage; by ensuring that Canadian, Mexican and US parts manufacturers may
participate in the growing Mexican market on a competitive basis, while requiring assemblers in
Mexico during the transition period to continue to purchase parts from Mexican parts producers;
and by eliminating at the end of the transition period the national value-added requirement. 6)
Mexican auto transportation decree. This decree covering trucks (other than light trucks) and
buses will be eliminated immediately, and replaced with a transitional system of quotas in effect
for five years. 7) Imports of used vehicles. Canada's remaining restrictions on the import of used
motor vehicles from the United States will be eliminated on Jan. 1, 1994, in accordance with the
Canada-US FTA. Beginning 15 years after the NAFTA goes into effect, Canada will phase out
its prohibition on imports of Mexican used motor vehicles. Mexico will phase out its prohibition
on imports of North American used vehicles over the same period. 8) Investment restrictions. In
accordance with the NAFTA's investment provisions, Mexico will immediately permit "NAFTA
investors" to make investments of up to 100% in Mexican "national suppliers" of parts, and up to
49% in other automotive parts enterprises, increasing to 100% after five years. Mexico's thresholds
for the screening of takeovers in the automotive sector will be governed by NAFTA's investment
provisions. 9) Corporate average fuel economy fleet content. Under the NAFTA, the United States
will modify the fleet content definition found in its Corporate Average Fuel Economy (CAFE) rules,
so that vehicle manufacturers may choose to have those Mexican-produced parts and vehicles they
export to the United States classified as domestic. After 10 years, Mexican production exported to
the United States will receive the same treatment as US or Canadian production for purposes of
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CAFE. Canadian-produced automobiles currently may be classified as domestic for CAFE purposes.
The NAFTA does not change the minimum fuel economy standards for vehicles sold in the United
States. 10) Automotive standards. The NAFTA creates a special intergovernmental group to review
and make recommendations on federal automotive standards in the three countries, including
recommendations to achieve greater compatibility in such standards.

-- End --
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